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I. 

In a paper read before the Nationalekonomiska Klubben in 
Stockholm, which has since heen published in a volume dedicated 
to Professor Davidson, Uppsala, Editor of the Ekonomisk 
Tidskrift, I have discussed at some length some of the modem 
arguments in favour of Free Trade and Protection, i) I came 
to the conclusion that most of the arguments in favour of 
Protection are not valid, i.e. that — so far as can be theoretically 
ascertained — Free Trade practically always and in the long 
run ie more advantageous for a country than Protection. This 
is, however, a sweeping statement, and one which is not true 
without further qualifications ^). With the kind permission of 
Professor Davidson I will therefore reproduce some of my 
arguments. I hope in this way to be able to justify the 
above statement. 

It would be a great mistake to suppose that Free Traders 
condemn Protection as unreasonable under absolutely all 
conditions. 



1) Nationalekonomiska studier tillagnade Professor David Davidson. 
Pp. 73—97. (Ekonomisk tidskrift, 1919, Del II). 

3) "Professor Marshall was addressing us, when our reverent silence 
was broken by some rash opponent who interjected half a dozen words 
of objection. "All short statements are wrong", said the Professor." "Is 
that one?" asked Couetney, and the incident closed with laughter." 
(Higgs, Political Economy Club, 1921, p. 853). 



On tlie contrary all prominent Free Trade theorists have 
expressly admitted the theoretical possibility that Protection 
might be advantageous for certain special purposes. If retaliatory 
duties are excepted, the consideration of which "does not, 
perhaps, belong so much to the science of a legislator" - "as 
to the skill of that insiduous and crafty animal, vulgarly 
called a statesman or politician", it may according to Adam 
Smith in two cases "be advantageous to lay some burden upon 
foreign, for the encouragement of domestic industry". The first 
is, when some particular sort of industry is necessary for the 
defence of the country and must be already established during 
peace time, and the second case is, when some tax is imposed 
at home upon the produce of the domestic industry. Smith 
added that estabhshed duties or prohibitions, on which "a 
great multitude of hands" are dependent, should be abandoned 
only by slow gradations. ^) Since the time of Friedrich List 
Free Traders have made further admissions. "The power to 
create wealth is infinitely more important than wealth itself, 
i. e. people may misjudge their own true interest, and it may 
be true economy to sacrifice some present good if it is possible 
to gain something greater for the future in this way. 

Accordingly modern Free Traders freely admit that it is 
conceivable that duties for certain purposes may be advantage- 
ous, i.e. in order to influence the demand of consumers (duties 
against luxury), in order for the State to get revenue (financial 
duties), to promote certain collective needs ("key industries" 
duties), to protect industries which are supposed to be very 
profitable in the future (the "infant industries" argument). 



1) "Were those high duties and prohibitions taken away all at once, 
cheaper foreign goods of the same kind might be poured so fast into the 
home market, as to deprive all at once many thousands of our people 
of their ordinary employment and means of subsistence. The disorder 
which this would occasion might no doubt be very considerable. It would 
in all probability, however, be much less than is commonly imagined. ." 
(Adam S^iith, Wealth of Nations, Bk. IV, Oh. III. 



duties against temporary destructive dumping by foreign 
producers etc. 

Free Traders, however, seldom fail to lay great stress upon 
their opinion that, perhaps always and certainly in most cases, 
these aims can be furthered much better and with less dis- 
advantage by other means than by duties. ^) 

Before touching upon the present situation, however, let me 
say a few words with regard to a most important question, 
viz. whether or not Protection can be advantageous for a 
country while it lasts. I believe that this, at least under all 
normal conditions, is the principal matter under discussion. ^) 

Suppose the individual needs of the people to be known. 
Then the question is whether these needs will be better satisfied 
by means of Free Trade or by means of Protection. 

II. 

Some objections to the " Theory of International Trade". As a 
matter of fact there does not exist at present any consistent 
Theory of Protection corresponding to the Theory of Interna- 



1) Duties and other obstructions to international exchange are as a 
matter of principle unreasonable expedlenta for purposes which them- 
selves are not always unreasonable. "TuUskydd och andra hinder for 
internatlonellt byte aro principiellt sett ofOrnuftiga medel for mSl, som 
i och for sig ingalunda kunna kallas ofornuftiga, och detta vare sig man 
raknar med rorliga eller med ororliga produktionsfaktorer". (Heckscher, 
Utrikeshandelns verkan p8, inkomstfordelningen. Nationalekonomiska 
studier tillagnade Professor Davidson. P. 31). 

2) "What Free Traders contend is, that the maximum of production, 
and of employment which is necessary to production, is to be obtained 
by allowing everyone to produce, sell, and buy as his own interest 
-dictates; that any interference with this freedoom is a restriction not 
■only on consumption, but on production; and that any such restriction 
must diminish the aggregate production and employment, as well as the 
•consumption, of the country". (Lord Fabeee, Free Trade versus Fair 
Trade (1904), p. 11). 

In addition to the contention that the National Dividend will be greater 
under Free Trade than under Protection, Free Traders also hold that 
free Trade generally ensures a more even and socially better Distribution. 



tional Trade as expounded by Free Traders, i) While some 
Protectionist authors claim to have founded a theory of their 
own, the majority confine themselves to a criticism of the 
Free Trade theory. Some of the objections put forward will 
be discussed below. 

The main argument for Free Trade can be found in Kicardo's 
famous example of two countries, England and Portugal, that 
can only produce two commodities, cloth and wine, and are 
in a position to exchange these commodities profitably notwith- 
standing the fact that both can be produced with less labour 
in Portugal than in England: 

"England may be so circumstanced, that to produce the 
cloth may require the labour of 100 men for one year; and 
if she attempted to make the wine, it might require the labour 
of 120 men for the same time. England would therefore find 
it her interest to import wine, and to purchase it by the 
exportation of cloth. 

"To produce the wine in Portugal might require only the 
labour of 80 men for one year, and to produce the cloth jn 
the same country might require the labour of 90 men for the 
same time. It would therefore be advantageous for her to 
export wine in exchange for cloth. This exchange might even 
take place notwithstanding that the commodity imported by 
Portugal could be produced with less labour than in England. 
Though she could make the cloth with the labour of 90 men,, 
she would import it from a country where it required the 
labour of 100 men to produce it, because it would be advan- 
tageous to her rather to employ her capital in the production 
of wine, for which she would obtain more cloth from England, 
than she could produce by diverting a portion of, her capital 
from the cultivation of wines to the manufacture of cloth". ^) 



1) See e. g. Bastable, Theory of International Trade, Fourth Edition, 
1903, and Nicholson, Principles, Vol. II, Book III (1903). 
3) Ricardo, Principles, Ch. VII, On Foreign Trade. 



The late Professor Schmoller has contended that Free Traders 
should "assume" all countries to be "economically equally 
strong". 1) 

However, as is evident even from Ricardo's example, this is 
not the case. Ricardo expressly assumes the contrary. 

It is not even true that the exchange between two countries 
will become less profitable to one of them if the costs of 
production in that country rise generally. Suppose, for instance, 
that in Ricardo's example all costs of production in England 
are doubled. Then England will be able to produce only half 
as much as before, as each unit of cloth will require the 
labour of 200 men and each unit of wine the labour of 240 
men. By each exchange between the two countries of these 
unit quantities England will save, i. e. gain, the labour of 40 
men as against 20 men in the original case, while Portugal 



">) "The new doctrine really assumes absolutely equal human beings 
and States which are economically of the same strength which, only 
differently endowed by Nature, will exchange their small surplusses. 
A. Smith spoke of the foolishness of producing wine in Scotland by 
means of protective duties. Ricardo always chose the example of the 
trade of England with Portugal and Poland. But were these examples 
authoritative for the trade between England and Holland, Prance, Germany, 
or for the trade with savages and barbarians, whom Free Trade killed 
then as it does to day? And was not the trade, by no means quite taut 
only relatively free, of England with Portugal and Poland, when scrutinized, 
a suhgection and exploitation of these agrarian territories whose natural 
products were bought cheap in order to sell English manufactured 

goods to them as dear as possible?" -'They forget that unrestricted 

Free Trade between all countries brings about increasing sales and 
rising economic prosperity for the countries favoured by Nature and 
historic development, but in the case of those neglected by Nature it 
may easily rob them of their industries, or even in certain circumstances 
of a portion of their population. No people with a national consciousness 
can permit that without defending itself. The consolation that Free 
Trade is effecting a cheaper and better production somewhere else in 
the world, cannot satisfy the countries thus injured". (Schmollee, 
Allgem. Volkswlrtschaftslehre, II. 1904 p. 607, The italics are mine). 

In an Appendix to this paper quotations will be found in the original 
language (Appendix A). 



as before will save the labour of 10 men. But because of th& 
smaller productivity now assumed in England the labour of 
40 men now is not worth more than the labour of 20 men 
was before. 

Accordingly the gain from the exchange of commodities be- 
■tween two countries is independent of any general rise of cost 
of production in one country or in both. (When, however, 
freights etc. are taken into account each general rise of costs^ 
that does not affect the freights will make the exchange even 
more profitable than before). 

Thus it can safely be said that the profitable exchange of 
commodities between two countries does not depend upon the 
relative "economic power" of the countries but upon the- 
conditions prevailing in each country separately, i) 

This is the . reason why Free Traders to start with often 
assume that the factors of production remain in their respective- 
countries — where they, however, move without friction — 
while the commodities produced move freely also from country 



') There may be a certain tendency for the factors of production, viz. 
for Capital and Labour to move from a "strong country" to a "weak 
country", or from a "-weak country" to a "strong country", and the- 
direction in -which they -will move depends on the meaning given to the- 
expressions economically strong and economically weak. But this does- 
not- at least not directly- influence the question whether Free Trade- 
is profitable, and whether the exchange ot commodities ought to be- ^ 
regulated. "The idea that freedom of trade may lead to depopulation. | 
rests on a confusion between two different branches of economic action,. 
viz. the unrestricted exchange of commodities, which is all that Free- 
Trade prescribes, and the mobility of the industrial factors. The latter 
obviously depends on entirely different causes, and has little connection 
with the particular fiscal policy pursued. Germans emigrate in large- 
numbers to America, Frenchmen prefer to remain at home, though 
both countries are protectionist in policy. In fact, the probability is, 
that where economic motives are the chief reason for emigration, 
protection will rather increase than 4iminish their force. Increased 
cost of living is not an inducement to the energetic and prudent to^ 
remain in a country". (Bastdble, The Theory of International Trade 
p. 162). 



to country. ^) And it is under such circumstances that " the law 
of comparative costs" is true, i. e. that "the necessary and 
sufficient condition for International Trade is a difference in 
comparative costs as distinguished from absolute costs" ^). 

When the comparative costs are different an exchange of 
commodities is remunerative, and will accordingly take place. 
When it is not remunerative it will not take place. 

Hence Ricardo's example leads to the conclusion that Free 
Trade is advantageous for both countries, and that accordingly ob- 
structive duties are injurious also for the country imposing them. 

Ricardo's example, however, is very far from real life. He 
imagines two countries only, that produce only two kinds of 
commodities; he takes only one factor of production, Labour, 
into account, and in this factor the different individuals 
engaged have an equal share. He omits freights and neglects 
the influence of "friction" when transferring Labour from 
one occupation to another. Lastly, he seems to assume a 
Law of Constant Productivity, i. e. that an increase of Labour 
will increase the result of production proportionately. 

Obviously it cannot be safe to contend that inferences from 
an abstraction of this kind should be. applicable to the conditions 
of real life. They would be too theoretical. 

However, Free Traders have not stopped at Ricardo's example, 
but have developed it further step by step. In this way they 
have tried to approach reality as near as possible. They investi- 
gate conditions by increasing and diminishing returns, pay 
regard to costs of freight, and to "friction". They assume that 
the countries produce several commodities, and trade with other 
countries, and, lastly, they assume exchange of commodities 



1) This assumption is purely for the purpose of argument. Of course 
they do not deny that e.g. Capital probably will go to the country where 
the return is most satisfactory. 

Compare the latter part of the previous quotation from Bastable. 

2) Cf. the illuminating examples given by Marshall. (Industry and 
Trade, 1919, p.p. 19-23). 
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against money instead of barter. At every step they try to 
investigate the effect of Free Trade and of Protection. 

At this stage, however, most authors consider the assump- 
tions made to correspond fairly well to reality. Accordingly 
in theoretical reasoning they generally retain the supposition 
that Labour is the only factor of production and the only 
source of income i). Some authors, it is true, admit several 
factors of production but then make the further assumption 
that the incomes derived from the different factors of production 
do not go to separate persons, but that on the contrary in 
all people's incomes - which need not necessarily be equally 
large - a certain proportion is derived from Labour, another 
from Capital etc. In other words: The Free Traders treat 
each person as partly labourer, partly capitalist, partly land- 
owner etc. In this way they make an abstraction from the 
various groups within a country ^). 

After having found at each stage of their investigation that 
the exchange of commodities is profitable, Free Traders feel 
justified in .contending that duties and other impediments to 
trade are detrimental.^) 



1) It seems that very little, if anything, is gained by Bastable's 
introduction of units of "productive power". He says; "The term "productive 
power" may be noticed. It is used to escape the awkwardness, if it be 
not something more, of estimating the exertions of a country in units 
of labour or of capital — a mode of procedure which leaves it open to 
the critic to speak of the omitted element as if it were an essential 
condition. There can be little difficulty (sic) in conceiving a given amount 
of labour working with an average amount ofcapital and thus producing 
a definite amount of commodity". (Bastable, The Theory of International 
Trade, p. 24). 

^ Cf. "The argument advanced, as well as the Free Trade doctrine in 
general, assumes that every member of the community is provided with 
the various productive powers (land, capital, etc.) exactly in proportion 
to ills own needs, in other words, it assumes an equal distribution of 
the national wealth". (Wicksell, Finanztheoretische Untersuchungen, 
1896, p. 62 et suiv.). 

2) It does not seem necessary in this connection to give a more 
detailed account of the traditional Theory of International Trade (the 
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The objections that may be raised against this theory are 
of two kinds. 

First, it may be contented that however true the conclusions 
be, the underlying assumptions do not sufficiently correspond 
to reality to make the theoretical conclusions applicable to the 
conditions of real life. 

Secondly, while accepting the assumptions, it may be con- 
tended that the conclusions themselves have not been drawn 
properly. 

To begin v/ith, some objections of the latter kind may here 
be examined. 

A rather common contention is that Free Trade may be 
detrimental when the "law of diminishing return" is operating, 
which certainly sooner or later always will be the case. This 
opinion has been advocated e. g. by Dr. E. Kellenberger in 
the Weltwirtschaftliches Archiv. ^) 



international distribution of gold, international payment, the foreign 
exchanges etc.) as, in fact, only certain parts have been disputed by 
Protectionists. 

1) "Let us assume the case that it is a question first of all not of 
wine and cloth, but of wine and wheat, Portugal and England each 
producing nothing but these two products. 

'*There is no trade between the two countries. Portugal produces a 
quantity x of wine with the annual labour of 80 workmen and the 
quantity y of wheat with the annual labour of 90 workmen. The total 
annual production of Portugal would be a. (x + y). England on the other 
hand would have to employ the annual labour of 120 + 100 workmen to 
produce x + y. 'It produces also a. (x + y) annually. In these circum- 
stances there is no doubt that Portugal owing to its more fruitful soil 
or its more eflftcient farmers will better satisfy the needs of its nationals 
or, if the standard of life is the same in both countries, will possess a 
denser population than England. Accordingto the Theory of International 
■Values, both countries act in their own interest if they trade with each 
other and in such a manner that Portugal specializes in the production 
of wine and England in the production of wheat. 

"Before the commencement of the international distribution of labour 
the economically available acreage in each of the two countries consisted 
of fields and vineyards. Owing' to the specialisation the fields are now 
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Only a glance at the already quoted example of Ricardo Is 
needed, however, to prove this reasoning to be quite inadequate. 

It is, of course, quite possible that some producers may 
specialise too much, and too much specialisation in either 
country may no doubt be harmful for one of the countries 



transformed into vineyards in Portugal. Amongst these former fields 
there will assuredly be found one which will in the future produce the 
greatest yield of wine. On the other hand there will be amongst the 
vineyards one which formerly produced the smallest yield of wine. We 
will now assume that the field most suited to wine growing, or new 
vineyard, produces a smaller yield than the worst of the old vineyards. 
What will now be the total production of Portugal after the completed 
distribution of labour? It was formerly a. (x + y) in the production of 
which a. (80 + 90) labourers were employed. The a. 80 vintners are 
joined by the a. 90 former farm hands. "We will entirely neglect the fact 
that it needed some time before the latter were as good vintners as 
their teachers. 

"If we assume that for the production of a certain quantity of wine x, 
the annual labonr of 80 Portuguese is required, it is evident that we 
are dealing with an average figure. Some Portuguese will produce more 
than x/80, and others less than x/80, even if we were to assume that 
they were equally efficient. For assuredly not every soil would produce 
the same yield with equal expenditure of labour. Now we established 
that the most productive new vineyard produced a smaller yield than 
the worst of the old vineyards, which yield let us say x/100. The owner 
of the wheatfield most suited to wine growing will therefore harvest 
somewhat less than x/100, and the 90 ex-wheatgrowers, since none of 
them reaches the yield of x/90, will harvest considerably less than 
90/100 X (?) wine. We are therefore taking a high estimate if we assume 
that the yield of the agriculture of Portugal wilUamount to a I8/4 x after 
completed specialisation. 

"England will transform its vineyards into fields. We will also assume 
in this case that the former vineyards most suitable for wheatgrowing 
will produce a smaller yield of wheat than the worst fields did previously. 
The new 120 wheatgrowers will therefore not harvest 120 y/100, but at 
least less than y, therefore about Va y (?), because even the best of the new 
fields produces less than y/100. Then the total production of England 
will be a. iV» y after completed distribution of labour. 

"If Portugal and England formerly harvested together a. (2x + 2y), 
they now only harvest a. (I8/4 x + IV2 y) after completed distribution 
of Labour. They have therefore los't wealth. 

"If Portugal wishes to consume a. x wine for, its own ncedSj it can 
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or both. 1) The problem under discussion is, however, whether 
it is probable that such a stupid specialisation — which means 
heavy losses not only for the country, but certainly also for 
the too-much-specialising producers themselves — is more 
likely to occur under Free Trade than under a system of 
Protection. 

It seems rather difficult to understand, why the producers 
should not be able — under Free Trade as well as under 
Protection — to be content with only such a degree of speciali- 
sation as is remunerative to themselves. 

It does not appear very reasonable, whether under Free Trade 
-or Protection, to assume, first, that the producers should 
believe (wrongly) only two alternatives to be open: either not 
to specialise at all, or to specialise too much, and, secondly, 
to assume that the producers should be naive enough, when 
planning for their future production and deciding the scale, 
to take only the present marginal costs into consideration. 



only send a. ^/^ to England and if England claims as before a. y for its 
own use, it can only export a. V2 y to Portugal. 

"After the conclusion of the barter Portugal possesses a. (x + 1/2 y) 
and England a. {S/4 x + y), whereas both possessed a. (x-fy) each 
■before the distribution of labour. If we neglect the imaginable, but 
nevertheless important case that one of the two countries would assume 
the entire loss, we must come to the conclusion that the international 
■distribution of labour has injured both countries, if proportionally dimi- 
nishing gross production or rising costs accompany the specialisation. 

"The spontaneous distribution of labour taking place between two 
countries owing to different prices involves loss to them if the expansion 
•of production is not possible without diminishing costs". 

(E. Kellenbeegee, „Zur Theorie von Preihandel und Schutzzoll". 
Weltwirtschaftliches Archiv, 1916). 

1) It must be observed that this is possible not only with diminishing, 
but also with constant, or even increasing return because of the demand 
•of consumers not being unlimited. 

Curiously enough Pareto has taken great pains to show that a bat 
maker may possibly make too many hats. (Pareto, Manuel d'economie 
politique, 1909, pp. 507—514). 

Cf. Wicksell, Vilfredo Paretos Manuel d'economie politique (Zeitschrift 
f. Volkswirtschaft, Sozialpolitik u. Verwaltung, 1913, p. 148). 
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If, however, this is the case it seems rather evident that 
economic education is a more efficient and effective remedy 
than protective duties. 

This is probably very often the case. Take as an illustration 
the two following cases quoted by Nicholson: 

"Again, a rise in money wages in one industry due to the 
expansion of foreign trade may suffice to attract labour from 
other industries less highly paid, although, in reality, the 
extra money wages are not worth the other advantages that 
must be surrendered. The labourer, like the consumer, is not 
always the best judge of his own interests." ^) 

"Again, it is generally admitted that the consumer is not 
always the best judge of his own interests, as is shown even 
in the case of material commodities by laws against adulteration 
and the like. It is quite possible that a cheap foreign product 
may be less advantageous than the corresponding dearer home 
product, ^) and even that it may be expedient, on the whole, 
to prohibit the importation of certain foreign goods (e. g. spirits 
into newly occupied territories in Africa). It is very doubtful 
if, on the whole, the great fall in the price of tea in recent 
years has been beneficial to the rural population of Scotland, 
especially the children." ^) 

In the writings of many Protectionist authors the opinion 
will be found, first, that it is desirable that more of a country's 
and of a people's resources should be utilised, and to a higher 
degree, than is the case at present, and secondly, that protective 
duties may be good means for this purpose. 

It is, however, not so easy to understand the real meaning 
of this contention- That under Free Trade the resources of 
a country generally are utilised, when this seems profitable 



^) Loc. cit., p. 327. 

2) Even food. (Author's remark). 

3) Loc, cit. pp. 324—325. 
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from the point of view of private individuals,, is generally not 
denied. But the contention Is that it may be in the country's 
interest that they should be utilised still more. 

Wholly to utilise all possibilities of production even in a 
single country is, however, not possible. A moment's conside- 
ration will make it evident that these possibilities are infinite. 
It is not possible to find a single stone that could not be 
used for productive purposes. Accordingly the question is not 
to utilise as many of the resources of a country as is theore- 
tically possible. In fact it will very likely be most profitable 
to employ only a few of those resources, but to employ them 
in the best possible way. 

Man himself has certainly more aptitudes and capacities than 
can all be developed and fully utilised during a short life. 
Therefore it is necessary to decide which sort of activity ought 
to be chosen. Of course it may be possible at least temporarily 
to make an exceptional effort and so reach a better result, 
but this generally means a sacrifice. 

The most reasonable meaning of the contention that the 
factors of production ought to be utilised more fully seems to 
be, first, that all unnecessary waste of resources should be 
avoided and, secondly, that man's efforts should be increased 
whenever this is possible without detriment. If so, the commu- 
nity as a whole will gain. 

Accordingly the question is wether the factors of production 
will be used more economically under Protection than under 
Free Trade. There seems to be no reason for believing this to 
be the case. 

A somewhat finer edition of the above argument, that the 
factors of production ought to be utilised more fully, may be 
found in some authors who contend that not only the natural 
resources of a country, but also the personal qualities of a 
people, are essentially different. As different persons have been 
gifted with very different abilities and dispositions, they mean. 
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first, that a njany-sided production is highly desirable, and, 
secondly, that a many-sided production ought to be furthered 
by means of duties, i) 

Both these contentions seem rather dubious. It is not always 
an advantage to have many aptitudes: the essential thing is 
to have good ones — in one sense or another. Conceivably 
two or three specialities may be much more remunerative than 
a hundred. ^) "Why then have a many-sided production ? To 
"utilise" the factors of production? 

Second, if really a many-sided production is remunerative 
it is difficult to understand why it cannot work without 
duties. 

The late Professor Philippovioh was also of the opinion 
that a country's natural resources are not sufficiently utilised 
under Free Trade and that production might be misdirected 
as apparent and real costs of production do not always cor- 
respond. '') An exchange according to the "law of comparative 



1) "On the other hand, a variegated industry is undoubtedly (sic) a sign 
of progress, and to the extent (sic) that it denotes a more efficient utili- 
zation of labour and capital and a help to enterprise, it will result in 
higher wages as well as greater profits, a better standard of life for the 
workman and a more prosperous condition for the manufacturer. Even 
if domestic prices are higher than those of foreign goods, the loss to the 
individuals as consumers is more than offset by the gain that accrues 
to them as producers and as participants in the general prosperity. Thus 
protection is demanded as a permanent policy." (Seligman, Principles 
(1914), p. 565). 

2) It may be said that "defence is greater than opulence". But even 
from this point of view it is not always an advantage to have a very 
differentiated production. The important thing in war is to have a supply 
of necessary goods. 

S) Philippovioh gives a short, approving summary of the arguments 
of ScHiiLLEE against Free Trade, Because of Philippovich's reputation 
this summary may be quoted in full : 

"A new theory of protective duties based on two series of facts has 
recently been put forward by ScHiiLLEE. In the first place, the costs of 
production of the same commodity are different not only in different 
states, but also within one and the same state, so that industries with 
more favourable and those with less favourable conditions work side 
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costs" might then be uneconomical- when the real costs of 
production differ from the costs indicated by the product prices, 
which prices unquestionably do not only depend on purely 



by side. In the second place, every increase in production — unless 
changes of another nature act in the direction of reducing costs at the 
same time — raises the costs, not only in agriculture, as was generally 
assumed, but also in industry. Moreover in every state with each specific 
kind of commodity both the tension is different between the highest 
and lowest costs at which- they can be produced and also the quantity 
of commodities which can be produced at the different rates of cost.. 
"It depends on these circumstances whether, and which, increase in 
cost will take place on a certain extension of production, and also 
whether, and which, extension will take place in consequence of a 
certain increase in price. These circumstances determine the measure 
of superiority, in so far as it is based on the conditions of production, 
of one land to another. According to their order, the advantages of free 
imports will be larger or smaller. It can be exactly estimated by means 
of them how much the consumers gain compared with the loss which 
the political economy suffers from the displacement of producers. The 
theory of absolute free trade is hence incorrect. It is not true that all 
the productive forces of a country are always utilized, that therefore 
only rearrangements might be brought about by protective tariffs. In 
every country we find a portion of the natural conditions, such as 
mines, soil of various character, etc., not completely utilized. Labour 
is not always fully occupied, its efficiency could be increased; neither 
the amount of capital available for a country, nor the nature of its com- 
position are limited absolutely. And the further assumption of the free 
trader is just as incorrect, viz. that under Free Trade the triumph of 
the producers who come victorious out of the competitive struggle is 
always due to the more favourable conditions of production, since the 
price is decisive. 

"This latter depends however on the consumption so that in a territory 
of smaller consumption" (this is a misprint; it should be "larger"; cf. 
the beginning of this quotation) "even producers with more unfavourable 
conditions of production become capable of competing. But the Protect- 
tionists, who demand a duty for any branch of production working under 
more unfavourable conditions of production, are also wrong.. In every 
special case a comparative examination is necessary to estimate the extent 
of the disadvantage to the producer involved hy free imports and the extent 
of the advantage accruing to the consumer. 

"i. The Schiiller theory is founded on facts and his criticism of the 
Free Trade arguments is justified." (GrundrissderPolitischenOekonomie, 
vol. II, Part II, 7th, revised Edition, 1914. p. 359 et seq. The italics a,re 
the author's.) 
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technical conditions in the producing country, but are also 
highly influenced by the demand of consumers. If the demand 
is great it may be remunerative to use less fertile soil. "In 
einem Gebiete grossen Konsums werden auch Produzenten mit 
ungtinstigeren Produktionsbedingungen konkurrenzfahig". 

Against Phiijppovich's belief that these circumstances might 
in some degree refute the expediency of a Free Trade policy 
it may be said that there seems to -be no reason whatever 
in this connection to distinguish between costs that are influ- 
enced by the demand of consumers, and costs which are not. 
The latter costs — if they exist — ought certainly not to influence 
the question of Free Trade or Protection. Suppose, for example, 
that for a certain commodity the conditions of production are 
such as is indicated by Fig. 1 1). It appears that by the same 
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Pig. 1. 

Curves showing the connection between coats of production 

and extent of production in the countries A (dotted line) and B. 



scale of production the costs are always greater in B. It does 
not at all follow, however, that it would be uneconomical for 
the people in A to import some of the commodity from B 
instead of producing the whole quantity within their own 
country. When, as shown in the Figure, the demand for the 



1) The costs of production in the two countries are supposed to be 
pxpressed in a common measure. 
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commodity is very great, it is quite possible that the marginal 
costs in A may exceed those in B. When this is the case, 
importation is advantageous for the country. It is the marginal 
costs of production that matter. 

Accordingly it would he a great mistake to let the trade 
policy of a country be decided by considerations such as to 
e.g. "die Spannung zwischen den geringsten und den hochsten 
Kosten, zu welchen produziert werden kann" and "die Menge 
von Waren, welche zu den verschiedenen Kostensatzen erzeugt 
werden kOnnen". 

As has already been shown, it is not at all certain that 
as many as possible of a country's resources ought to be 
"utilised". They are infinitely many, whence it comes that a 
regulation of a country's production by authorities according 
to the above principles is neither theoretically desirable nor 
practically possible. 

In a great volume published by the Carnegie Endowment 
for International Peace Josef Geuntzel has published some 
criticisms of the Free Trade theory which closely resemble 
the above contentions that the factors of production are not 
sufficiently utilised under Free Trade, and that Free Trade 
may be unprofitable for a country when the "law of diminishing 
return" is operating: 

"When an amount equal to or exceeding that which is 
gained in foreign trade is lost through the restriction of home 
production, then there is no gain, but eventually a loss is 
suffered. Importation and exportation do not stand in a relation 
of direct communication, but are separated from each other by 
production and consumption, and hence a continuously favourable 
inner economic balance may be able to offset an unfavourable 
outward economic balance. In the case assumed" (that France 
can produce at the same cost ten cwt. of wheat or twenty cwt. 
of iron, while Italy at the same cost can produce ten cwt. 
of wheat or fifteen cwt. of iron), "Italy will do better to increase 
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its iron production, even on tlie basis of twenty" (misprint, 
must be fifteen) "cwt. per unit of cost, rather than sacrifice it 
to the cultivation of wheat. Tne productionof a country should 
permit the greatest possible utilization of the productive forces 
at hand. If Italy wished to cultivate only wheat it would 
soon be at the end of these resources, while France with the 
aid of foreign iron ores (which incidentally play an increasingly 
important role in the European iron industry) might provide 
the whole world with iron". ^) 

It is, perhaps, not quite clear what the author really means 
by saying that "if Italy wished to cultivate only wheat it 
would soon be at the end of these resources". 

Perhaps he means that in the future the' cultivation of 
wheat will not be as profitable as at present. This is of 
course quite' possible. Probably some of the producers of wheat 
will then produce iron instead. 

In order to reach the conclusion that Italy ought now to 
increase its iron production and sacrifice part of the production 
of wheat — which according to supposition is at present the 
more remunerative — two things are evidently required of 
the author. First, to give some reason for that prediction of 
his as to the future. Secondly, — if this prediction is supposed 
to be founded — to show why it should be expedient to abandon 
at this early date a now remunerative cultivation of wheat ^). 

Perhaps, however, it is more reasonable to assume that the 



1) Economic Protectionism, 1916, p. 130-131. 

S) Cf. also Nicholson: "Even from the consumer's point of view, 
liovfever, it is possible that the opening up of foreign trade may be in 
some respects disadvantageous. The greater interests of the future may 
be sacrificed to the lesser interests of the present. Thus limited natural 
resources of various kinds may be exploited rapidly and wastefully, so 
that a few years' cheapness may be outweighed by many years' dearness. 
In technical language, the law of diminishing return may come into action 
sooner and more severely in consequence of large exports. A country 
that exports continuously large quantities of raw produce may be said 
(as was said by Carey) in a sense to export the land itself." (Loc. cit., 
p. 324). Vide page 13,. 
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author, instead of having the future in view, does only con- 
sider an extension in "space" ot the wheat cultivation and by 
this has a double conception. First, that even bad opportunities 
for iron production ought to be "utilised". "The production of 
a country should permit the greatest possible utilization of the 
productive forces at hand". Second, that the cultivation of 
wheat under Free Trade might be disadvantageous when "the 
law of diminishing return" is operating. These two conceptions, 
however, have already been criticised in this paper. 

As mentioned before (page 8) Free Traders in their theoretical 
reasoning generally abstract from the various groups (labourers, 
capitalists, landowners etc.) within a country. From assumptions, 
that are approximately true, they have drawn the conclusion 
that Protectionist duties and other impediments to Free Trade 
are disadvantageous for a country, viz. that these impediments, 
as long as they last^ lessen the National Dividend of the country. 

In the last ten pages some of the probably most plausible 
Protectionist objections to this Free Trade conclusion have been 
discussed. None of these objections appears to be valid. 

Until new and more weighthy arguments are presented by 
the Protectionists it must accordingly be contended that the 
Free Trade theory is true as a kind of "first approximation", 
i.e. in so far as abstraction can be made of the different groups 
within a country. ^) 

A more difficult question now remains to be considered, vis. 



1) Of. Edgewobth: "There are two degrees of abstraction which may 
usefully be employed in general reasoning about International Trade. 
We may contemplate each nation as a whole, making abstraction of the 
non-competing groups within it, or we may take account of those internal 
divisions. It is thus that the astronomer may sometimes calculate the 
motion of a planet about its axis and the orbits of its satellites, and in 
other reasonings, with reference to the action of a distant body, may 
neglect those internal movements and treat the Jovian or the Saturnian 
system as if it were a weighty particle. In economic science the more 
abstract methods have hitherto been the more fruitful. We know so little 
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whether it is certain that the JSTational Dividend will always 
be greater under Free Trade than under Protection even in a 
country where different groups have different interests. 

Some authors, and not a few "practical men", are fond of 
drawing a line between "consumers" and "producers" and 
contend that by Free Trade the gain to consumers may possibly 
be less than the loss suffered by producers because of the 
pressing back of home industries. Many simply forget that 
foreign trade stimulates the export industries, and that, of 
course, even producers may have to import foreign commodities 
of one kind or another (raw materials, machinery, food etc.). 
It is, however, not very often that people clearly realise what 
they really mean by the expressions "consumers" and "producers". 
Characteristic in this respect is a book "SchutzzoUund Freihandel. 
Die Voraussetzungen und Grenzen ihrer Berechtigung" (1905) 
by an Austrian economist Schullee. This author considers 
unrestricted Free Trade to be disadvantageous for production 
and ■ therefore recommends a moderately Protective System 
with duties that are adapted according to the "inner structure" 
of the different industries, and which provide equitably for 
the interests of consumers and producers. The interest of 
consumers is evidently to be allowed to buy the commodities 
as cheaply as possible, but what is then the interest of 
producers? As a matter of fact this question is never thoroughly 
investigated, but the author's opinion seems to be that the 
interest of producers simply is to be as little superseded 



how in any particular case the strains and stresses between the different 
parts of an economic body will be affected by external forces, that we 
must often be content with the general reasoning that free exchange 
tends to increase of production, and therefore to the benefit of the com- 
munity as a whole, probably, and in the absence of any presumption 
that the benefit of some is likely to be attended -with a more than 
compensating detriment to others. It is in this general reasoning that 
the ordinary free-trader shows his common sense; it is here that the 
triumphs of a Bastiat are won". (The Economic Journal, 1901, pp. 585 -586) 
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(wenig verdrangt) as possible, and this again seems to mean 
that the number of enterprises in the different industries ought 
to be as great as possible, as if this by itself were anything 
desirable, i) ScHiiLLER writes : 

"The smaller in the first place the tension between the 
highest and lowest costs at which the commodities needed 
to supply the home demand can be produced, and in the 
second place the smaller the superiority of the foreigner in 
the case of commodities which cannot be produced at all 
under Free Trade, the greater are the advantages of a protective 
tariff in comparison with its disadvantages, that is to say the 
larger is the increase of production consequent on the tariff 
in comparison with the burden thus laid on consumption ; the 
more favourable are therefore the effects of the tariff on the 
total income of the population." ^) 

All economists know, however, that the sole object of 
Production is to satisfy human wants: spiritual and material, 
present and future, i. e. to serve Consumption in the broadest 
sense of the word. Accordingly it is unreasonable to set up 
the interests of Production as against the interests of Con- 
sumption, except if it can be shown that some individuals. 
are mainly producers and other individuals mainly consumers.^) 
Such a distinction is, however, not so very easy to uphold, 
and even if this distinction is made, it always remains to 
prove that duties are expedient means to further the interest 
of one of these groups at the expense of another. 

It is better to classify the individuals in a country accor- 
ding to the incomes they receive from the different factors of 
production. 



1) Vide the summary given by Philippovich (quoted this paper p. 14-15). 

2) Loc. cit., pag. 136. ■ 

3) It may be observed that it was not here the question of "infant 
industries". — Sometimes people understand by "productive" something 
that will be good for future needs (future consumption). 
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As a matter of fact some people are mainly landowners, 
others labourers, or capitalists. As Land, Capital, and Labour 
■do not always cooperate in the same proportions in different 
industries, a certain kind of production may be primarily in 
the interest of the landowners, another production in the 
interest of the labourers etc. ^ Under the assumption that a 
landowner cannot by other means be transformed into a 
labourer, or a labourer into a landowner, it may conceivably 
be a sound policy to encourage a kind of production that 
eventually is specially advantageous for one of these groups. 
Although other groups will suffer, it is theoretically possible 
that the "total amount of satisfaction" may thus be augmented. 

Everything, however, does then depend upon the assumptions 
made with regard to the relative importance of different people's 
needs. Of course Free Trade will always be disadvantageous 
for somebody. Accordingly it is always possible to argue that 
Free Trade is disadvantageous. Of greater interest is, however, 
the question if Free Trade can be disadvantageous when the 
interests of different people are supposed to have the same 
weight. Is it possible that the National Dividend may be less 
under Free Trade than under Protection if, e. g., some people 
are mainly landowners, others labourers or capitalists? 

Most authors have answered this question in the affirmative. 
They have believed that it might, for example, be in the 
landowners' interest to buy foreign manufactures even if they 
would thus cause the total production in the country, and the 
National Dividend, to be diminished. Here some authors have 
found a subtle argument for Protection. 
Professor Nicholson gives the following example: 
"It may happen that the productive power of the country 
is diminished more than the importation of commodities is 
increased. 



1) Of. Cassel, Theoretisclie Sozialokonomie, 1918, p. 184. 



"Suppose that before the trade is opened a country has 
occupied and cultivated all its land and that any further 
produce can only he obtained at an increasing cost. Suppose 
also that its manufactures, compared with those of the foreign 
country, are produced at a very great disadvantage, whilst 
the food is produced at the same cost, the basis of comparison 
being the number of days' labour required. 

"When the trade is opened and established, both food and 
manufactures must sell at the same price (after allowing for 
carriage) in both countries. There will thus be a very heavy 
fall in the price of manufactures in the first country and a 
corresponding fall in money wages. This we may assume because 
we suppose that manufactures can be increased indefinitely in 
the second country at the same or even at a decreasing cost. 

"As a consequence, the manufacturers in the first country 
will be driven into agriculture, and they will have to sell 
their agricultural produce at such a price as to undersell the 
produce of the farmers in the second country. That is to say, 
wheat, for example, must be sold at a somewhat lower price 
than before. At the same time, however, it is produced at an 
increased cost, and this sale at a lower price is only possible 
if we assume a corresponding fall in wages, or, rather, it in- 
volves a corresponding fall in wages. It is possible that after 
gitdng the total population the same food as before, there is 
little corn left over for export, that less manufactures will be 
obtained than when the country produced them for itself or, 
to obtain the manufactures considered as necessary, the people 
may be obliged to stint their food. 

"The question may be asked: Why should the manufacturers 
migrate from the towns to the country with such disastrous 
results? The simplest answer is given in the extreme case 
when, for the manufactures they make, they may not be able 
to obtain at the prices established by foreign competition 
enough necessaries for a minimum of subsistence." 

"It is then possible that an industry may be so affected 
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by foreign competition that the amount of labour and capital 
lost by the depression may be greater than the amount 
transferred to other industries in which relatively the country 
has comparative advantage." i) - Compare also the author's 
general reasoning on the consequences of Diminishing and of 
Increasing Return. ^) 

It is, however, possible to show - I believe quite satis- 
factorily - that even in this special case the result of Free 
Trade will be an increase, and not a decrease, of the National 
Dividend, i. e. that the sentence in italics is not true % By, 
National Dividend Is then understood the sum of all kinds of 
commodities that are at disposal during a given time (a year). 
However it would require too much space to give the proof here. *) 

But it ought to be mentioned that the above question is 
but another form of the classical problem whether it is possible 
that the introduction of machinery, or other labour-saving 
devices, may or may not restrict the demand for labour and 
eventually diminish the National Dividend. 

No less a person than Rioaedo was of opinion, that it might 
possibly be to the interest of private employers to introduce 
machinery even if the result would be a decrease of the gross 
income of the country ^). It is the net gain that interests 
the employer-as in trade most people only seek their own 



1) Loc. cit pp. 317 — 318. The italics are mine. As a matter of fact 
about the same example may be found in a great many authors, first 
perhaps in Tobbbns, Production of Wealth, 1821, p. 227. Much discussed 
is a case given by Sidqwick (Principles, 1887, p. 496—498). See also 
examples in Kellenbeegee (L. c.p. 11 — 12) and SchiIllee (L. c.p. 85 — 86). 
ScHiiLLEE goes as far as to assume in his example that the produce of 
agriculture cannot be increased at all by additional labour, but never- 
theless draws farreaching conclusions. 

3) L. c. p. 307—308. 

3) Nicholson himself does not attach much practical importance to the 
example given (L. c. p. 317). 

*) I beg to refer my readers to my previous paper: "Omfrihandels-och 
tullskyddsteorier". 

5) RicAEDo, Principles, Ch. XXXI. On Machinery. 
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advantage. According to Ricaedo it might very vs^ell happen 
that the greatest net gain for the employers reaches its maximum 
hy another kind of production than that where the gross 
income - comprising wages - is the greatest i). 

However, as has been shown by Professor Wicksell, it 
appears that Ricardo has neglected to draw the last conclusions 
out of his own presumptions. "A reduction of the gross 
produce or its value - when we are still supposing lixed 
values of exchange - as a result of technical improvements 
is with free competition hardly possible" ^). 

About the same is the case with Free Trade. 



III. 

The question under discussion in II was whether or not 
Protection can be advantageous during the time it Jasf-s. 

Of course it has not been possible to discuss more than a 
few of the innumerable arguments — or non-arguments — put 
forth by Protectionist authors. On the other hand it may 
safely be contended that the arguments that have been dis- 
cussed are among the best advanced on the side of Protection. 
The purpose of this paper has been solely to study what the 
best arguments are with regard to the above question, which 
certainly — and rightly — under all "normal" conditions is 



1) Professor Edgewoeth seems to have this opinion. Combatting the 
Professors Bastable and Loria on "Sidgwick's case" Professor Edgewoeth 
writes i. a. : 

„But why should it be assumed that the working classes should live 
as well as before. The capitalist, like Talleyrand, will "not see the 
necessity". As Ricardo says with almost brutal clearness, "if the net 
income (the income of the capitalist) be not diminished, of what 
importance is it to the capitalist whether the gross income (which 
supports the rest of the population) be of the size of £ 3.000, of 
£ 10.000 or £ 15,000?" (The Economic Journal, 1901, p. 590). 

2) Wicksell, Vorlesungen iiber Nationalokonomie auf Grundlage des 
Marginalprincipes, 1913, p. 199. (Originally published in Swedish). 
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the principal question under controversy between Protectionists, 
and Free Traders. 

The result of the discussion is this : 

It appears that none of the objections discussed is valid as 
a refutation of the expediency of Free Trade. 

IV. 

In conclusion only a few words with regard to the present 
situation. 

As was mentioned before, Free Traders have long ago 
freely admitted that it is conceivaUe^ that duties and other 
impediments to Trade may be advantageous for certain special, 
purposes, viz. 

In order to influence the demand of consumers (e.g. duties 
against luxury). 

In order for the State to get revenue (financial duties). (Not 
discussed in this paper). 

To forward certain collective needs ("key industries" protective 
duties). 

To protect industries which are supposed to be very profitable 
in the future (the "infant industries" argument). 

Duties against temporary destructive dumping by foreign 
producers etc. 

Everybody knows, however, that Free Traders seldom fail to 
insist that (when these aims are not mere bluif enunciated 
to conceal other dubious motives), these aims can, perhaps 
always and certainly in most cases, be furthered much better 
and with less disadvantage by other means than by duties. 
They know that none of these duties can be got for nothing 
but must always be paid for, by at least some of the non- 
protected industries. (Accordingly it is impossible to "protect "■ 
all industries in a country at the same time). 

In addition to this there are the dangers in Protection, first,, 
of corrupting the political life ofa country, second, of provoking 
the animosity of other nations. 



I do not intend to attempt to summarise what can be said 
for and against duties for these special purposes, i) But the 
question may be raised whether the present political and 
economical situation has brought out any new point in favour 
of Protection. I believe the answer is in the negative. 

It is not so much finance duties as protective duties that 
are demanded at this moment, viz. "key industries" duties 
(often in connection with the "infant industry" argument) and 
duties against "dumping", especially from Germany. For the 
man in the street dumping now perhaps simply means foreign 
underselling of home producers. 

The general dejire>i>iion. Without entering into details it can 
safely be said that the present business depression does not 
result from Free Trade. On the contrary it results — besides 
from monetary conditions — to a great extent from political con- 
ditions that have prevented proper Free Trade between nations. 

For instance, although, perhaps, German competition menaces 
many industries in other countries, I do not think that it 
would be fair to blame the System of Free Trade for that. 

As a matter of fact disturbances in the world's economy 
must necessarily arise when a country is required to make a 
large surplus of exports over imports in order to pay off a 
heavy indemnity.^) 

And so far as the present depression is a general depression 



1) "It is not the scientifically thought out, theoretically unimpeachable- 
tariff that finishes up in the statute book, but the unsystematic, con- 
fused botchwork which results from the egoistical exercise of power 
by innumerable interested parties, and the endless compromises that 
are agreed to in the cabinets and commissions of the parliaments." 
(Professor D. van Embden). 

2) For a fuller discussion of this question vide Mr. J. M. Keynes's- 
article „EfFect on World Trade" {The Sunday Times, August 28, 1921). 

An extract of Professor Oassbl's views is quoted in an Appendix to. 
this paper (Appendix B). 
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affecting all industries it cannot be remedied by means of duties, 
that can only help some industries at the expense of others. 

Key industries experiments. Only a few years after the Great 
"War and at a time when the world is preparing for the 
Disarmament Conference in Washington any new fostering of 
war industries does not seem very opportune. It is, however, 
possible — and reasonable to assume — that the spokesmen 
of "key industries" duties have not only the needs for a 
future new war in view, as primarily the necessity of prepa- 
ring for future commercial competition. The "key industries" 
duties would thus foster industries that might be commercially 
advantageous in the future (the "infant industry" argument). 
It is possible that an infant "key industry" duty will pay 
at some future date, but that is by no means certain; it is 
indeed rather improbable. (If it were probable that the 
industry would soon become profitable, it would pay private 
individuals themselves to form some sort of share holders 
company and make advances that the industry might get a 
start.) The expected gain is as uncertain as the cost to the 
Nation during the time the "key industry" duty lasts - is certain. 
A "key industry" duty is, to say the best of it - a sort of 
State speculation that may, or may not, turn out well. 

Is this a time for State expenditure? At a time when the 
cry is for National Economy it may well be questioned 
whether - even if "key industry" duties are of assistance 
in future commercial competition - this is the right time to 
impose them. 

From an Anti- Waste point of view it would be a wise and 
consistent policy at the present time to resist the expenditure 
involved in fostering infant "key industries". Certainly the Anti- 
Waste Leagues that have now been established in some 
countries, might with advantage fight and cut down such 
expenditure ! 



APPENDIX A. 



QUOTATIONS IN THE ORIGINAL 
LANGUAGE. 



(Page 5.) „Di6 neue Lehre fingiert eigentlich lauter gleiche Menschen 
und lauter wirtschaftlich gleich starke Staaten, die nur 
von Natur verschieden ausgestattet, ihre kleinen ijberchusse tauschen 
sollten. A. Smith sprach von der Thorheit, durch Scliutzzolle eine Wein- 
produktion in Schottland zu erzeugen. Kicardo wahlte immer das Beispiel 
des Verkehrs von England mit Portugal und Polen. Aber waren diese 
Beispiele mass gebend fur den Verkehr zwischen England mit Holland, 
Prankreich, Deutschland? oder auch Mr den Verkehr mit Wilden och 
Barbaren, welche der Preihandel damals wie heute totete. Und war 
denn der keineswegs ganz, sonder nur relativ freie Verkehr Englands 
mit Portugal und Polen nicht auch, hei Lichte besehen, eine Nieder- 
haltung und Ausbeutung dieser Agrargebiete, deren Naturprodukte 
man billig kaufte, um ihnen englische Fabrikaie moglichst teuer zu 

verkaufen? " 

„Sie vergessen, dass unbedingt freier Handel zwischen alien Landern 
zwar den von Natur und historischer Entwickelung begiinstigten stei- 
genden Absatz und wachsende wirlschaftliche Bliite bringc, den armeren, 
von Natur vernachlassigten aber leicht ihre Gewerbe, ja unter Umstanden 
einen Toil ihrer Bevolkerung entzieht. Das kann sich kein selbstbewusstes 
Volk gefallen lassen, ohne sich zu wehren. Der Trost, dass der Freihandel 
irgendwo sonst in der Welt eine billigere und bessere Produktion erzeuge, 
kann den benachteiligten Landern nioht gentigen". (SchmoUer, Grundriss 
der Allgem. Volkswirtschaftslehre II, 1904, S. 607. 

(Page 8.) „Das angefuhrte Eaisonnement, sowie die Freihandelslehre 
iiberhaupt. setzt voraus, dass jedes MitgJied der Gesellschaft mit den 
verschiedenen Jroduktivkraften (Land, Kapital etc.) versehen ist genau 
im Verhaltmsse zu seinen eigenen Bedurfnissen m. e. W.: sie setzt eine 
gleichmassige Verteilung des nationalen Keichtums voraus". (Wicksell, 
Plnanztheoretische Untersuchungen, 1896, S. 62 f.) 

(Page 9.) „Gesetzt den Pall, es handle sich zunachst nicht um Wein 
und Tuch, sondern um Wein und Korn. Portugal und England erzeugten 
jedes nichts anderes als diese beiden Produkte. 

Es bestehe kein Verkehr zwischen den beiden Landern. Portugal 
erzeuge die Menge x Wein mit der Jahresarbeit von 80 Arbeitern 
und die Menge y Korn mit der Jahresarbeit von 90 Arbeitern. Der 
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Gesamtjahresertrag Portiigals betrage a (x + y). England hingegen musse 
zur Hervorbringung von x + y die Jahresarbeit von 120 + 100 Arbeitern 
aufwenden. Bs erzeuge ebenfalls jahrlich a (x + y). CJnter diesen Um- 
standen ist unzweifelhaft, dass Portugal infolge seines ergiebigeren 
Bodens Oder seiner tuchtigeren Wirtschafter seinen Angehorigen eine 
bessere Bedurfnisbefriedigung gestatten oder, wenn das Bediirfnisniveau 
in beiden Landern gleich hoch steht, eine dichtereBevolkerungbesitzen 
wird als England. Nach der Theorie der internationalen Werte handeln 
nun beide Lander zu ihrem Vorteil, wenn sie miteinander in Verkehr 
treten und zwar derart, dass sich Portugal auf die Produktion von Wein 
und England auf die Produktion von Korn spezialisiert. 

„Vor dem Beginn der internationalen Arbeitsteilung bestand die wirt- 
schaftlich verwendbare Bodenflache in jedem der beiden Lander in Ackern 
und Weinbergen. Durch. die Spezialisation vrerden nun in Portugal 
die Acker in Weinberge umgewandelt. Unter diesen ehemaligen Ackern 
wird sicherlich einer zu finden sein, der in Zukur>ft den hochsten 
Ertrag an Wein liefern wird. Andererseits wird unter den alteri Wein- 
bergen einer vorhanden sein, der bisher den geringsten Ertrag an Wein 
hervorbrachte. Wir wollen nun annehmen, dass der zum Weinbau 
geeignetste Acker oder neue Weinberg geringeren Weinertrag erzeuge 
als der schlechteste der alten Weinberge. Wie hoch stellt sich nun der 
■Gesamtertrag Portugals • nach voUzogener Arbeisteilung? Zuvor betrug 
•er a (X + y), an dessen Hervorbringung a (80 + 90) Wirtschafter tatig 
waren. Zu den a. 80 Winzern treten nun die a. 90 ehemaligen Ackerbauern. 
Wir wollen ganz davon absehen, dass es langerer Zeit bedarf, bis diese 
zn ebenso ttichtigen Winzern wie ihre Lehrmeister werden. Wenn wir 
voraussetzen, zur Hervorbringung einer bestimmten Menge Weines x 
sei die Jahresarbeit von 80 Portugiesen notig, so ist klar, dass es sich 
dabei urn einen Durchschnittsbetrag bandelt. Einige Portugiesen 
werden mehr als x/80 und andere weniger als x/80 produzieren, selbst 
wenn wir annehmen wollten, dass alle gleich ttichtig waren. Denn 
sicherlich wird nicht jeder Boden den gleichen Ertrag bei gleichem 
Arbeitsaufwand hervorbringen. Nun setzten wir test, dass das ertrag- 
reichste neue Rebgelande immerhin geringeren Ertrag bringe als der 
schlechteste der alten Weinberge, der vielleicht x/100 einbrachte. Der 
Besitzer des zum Weinbau geeignetsten Getreideackers wird mithin 
etwas weniger als x/100 und die 90 ehemaligen Getreidebauern werden, 
da keiner von ihnen den Ertrag von x/90 erreicht, bedeutend weniger 
als 90/100 X Wein ernten, Wir schatzen also hoch, wenn wir annehmen, 
der Ertrag der Landwirtschaft Portugals belaufe sich nach vollzogener 
Spezialisierung auf a. l^/^ x. 

„England wird seine Weinberge in Acker verwandeln. Auch hier wollen 
wir voraussetzen, dass die zum Kornbau tauglichsten ehemaligen Wein- 
berge gei-ingeren Kornertrag bringen werden als die bisher schlechtesten 
Acker. Die neuen 120 Ackerbauer werden also nicht 120. y/100 ernten, 
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sondern mindestens weniger als y, mi thin etwa 1/2 y, weil seibst der 
beste der neuen Acker weniger als y/100 erzeugt. Dann wird der Ge- 
samtertrag Englands nach vollzogener Arbeitsteilung a. 1% y betragen. 

„Ernteten: Portugal und England fruher zusammen a (2 x + 2 y) so 
nach vollzogener Arbeitsteilung nur noch a. (I3/4 x + I1/3 y). Sie haben 
also an Reichtum verloren. Will Portugal wie bisher a. x "Wein filr 
seinen eigenen Bedarf konsumieren, so kann es nur a. 3/4 x nach England 
senden und beansprucht England wie bisanhin a. y fiir seinen eigenen 
Bedarf, so kann es nur a. 1/2 y nach Portugal exportieren. Nach Ab- 
schluss des Tausches besitzt Portugal x + l/2y und England 3/4 x + y, 
wahrend beide vor der Arbeitsteilung je x + y besassen. Sehen wir 
von dem zwar denkbaren, aber immerhin unwahrscheinlichen Fall ab, 
dass eines der beiden Lander den Verlust allein auf sich nehme, so 
mussen wir den Schluss Ziehen, dass die inter nationale 
Arbeitsteilung jedem Lande zum Schaden gereicht, 
wenn mit der Spezialisation verhaltnismassig 
sinkende Rohertrage ode'r steigende Kosten 
e i n h e r g e h e n " 

„Die sich zwischen zwei Lande rn infolge verschie- 
dener Preise selbsttatig durchsetzende Arbeitstei- 
lung fa lit zu ihrem Schaden aus, wenn die Produk- 
tiousausdehnung nicht mit sich vermindernden 
Xosten moglich is t." (E. Kellenbeegee, „Zur Theorie von 
Preihandel und Schuttzzoll." Weltwirtschaftliches Archiv, 1916). 

(Page 14.) „3. Eine neue Theorie desSchutzzolles hat jflngst Schullee 
vorgetragen und auf zwei Tatsachenreihen gegrilndet. Erstens sind die 
Produktionskosten derselben Ware nicht nur in den verschiedenen Staaten, 
sondern auch innerhalb desselben Staates verschieden gross, so dass 
immer Betriebe mit giinstigeren und solche mit weniger giinstigen 
Bedingungen nebeneinander arbeiten. Zweitens erhoht jede Vermehrung 
<3er Produktion — wenn nicht gleichzeitig eintretende Anderungen anderer 
Art kostenersparend wirken — die Kosten, nicht nur in der Landwirt- 
schaft, wie man allgemein annahm, sondern auch in der Industrie. In 
jedem Staat ist ferner bei den einzelnen Warengattungen sowohl die 
Spannung verschieden zwischen den geringsten und den hochsten E:osten, 
zn welchen produziert werden kann, wie die Menge von Waren, welche 
zn den verschiedenen Kostensatzen erzeugt werden konnen. Von diesen 
Verhaltnissen hangt es ab, ob und welche Kostenerhohung bei einer 
bestimmten Ausdehnung der Produktion eintreten, sowie ob und welche 
Ausdehnung im Gefolge einer bestimmten Preiserhehung eintreten wird. 
Diese Verhaltnisse bestimmen das Mass der tJberlegenheit, soweit sie in 
den Froduktionsbedingungen begrundet ist, eines Landes iiber ein anderes. 
Je nach ihrer Ordnung werden die Vor- und Nachteile der freien Einfuhr 
verschieden gross sein. Man kann an ihnen genau abwagen, wie viel die 
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Konsumenfcen gewinnen im Verhaltnis zu dem Verlust, den die Volks- 
wirtschaft durch die Verdrangung von Produzenten erleidet. DieTheorie 
des absoluten Freihandels ist darnach unrichtig. Es ist falsch, dass stats- 
alle Produktivkrafte eines Landes ausgeniitzt seien, dass durch den Schutz- 
zoll also nur Verschiebungen eintreten konnten; in jedem Staate sehen wir 
einen Teil der Naturbedingungen, Bergwerke, Boden verschiedener Qualita- 
ten, nicht voUstandig ausgeniitzt. Die Arbeitskrafte sind nicht immer voll 
beschaftigt, ihre Leistungen konnen erbolit werden, weder die Idenge des 
fiir ein Land verfiigbaren Kapitales, noch die Art seiner Zusammensetzung 
ist absolut begrenzt. Ebenso unrichtig ist die weitere Annahme der Freihand- 
ler, dass bei Freihandel die tjberlegenheit des siegreich konkurrierenden 
Produzenten immer auf einer giinstigeren Gestaltung seiner Produktions- 
bedingungen beruhe, da ja doch die Preisgestaltung entscheidend ist, 
diese aber auch vom Konsum abhange, so dass in einem Gebiete geringen 
(misprint, must be grossen.Cf. the beginning of this quotation.) Konsums 
auch Produzenten mit ungiinstigeren Produlctionsbedingungen konkur- 
renzfahig werden. AUein auch die Schutzzollner, welche fiir jeden unter 
ungiinstigeren Produktionsbedingungen arbeitenden Produktionszweig 
einen Zoll verlangen, haben unrecht. V i e 1 m e h r ist in jedem 
speziellen Fall eine v e rgl e i ch e n d e Priifung der 
GrOsse des Nachteiles, der den Produzenten durcb 
freie Einfuhr, und des A^orteiles, der den Konsu- 
menten dadurch erwiichse, erforderlich. 

„4. Die Schiillersche Tbeorie ist durch die Tatsachen wohl fundiert 
und seine Kritik der Preihandelsargumente berechtigt." (Philippovich, 
Grundriss der.Politischen Oekonomie, Zweiter Band, Erster Teil, Siebente, 
revidierte Auflage 1914, S. 359 f.). 

(Page 21.) ,,Aus den vorausgehenden Betrachtungen ergibt sich: Je 
ge ringer erstens die Spannung zwischen den hoch- 
sten und den niedrigsten Kosten ist, mitdenen die 
zur Deckung des inl an disch en Bedarfes erforder- 
liche Warenmenge im Inland e erzeugt werden kann, 
und je geringer zweitens bei den War en, welche 
bei freiem Handel iiberhaupt nicht produziert 
werden konnen, die Cbe rl egenhei t des Auslandes 
ist, desto grosser sind die Vor telle eines Zolles 
im A'erhaltnis zu seinen Nachteilen, das heisst 
desto grosser ist die durch den Zoll erfolgende 
Steigerung der Produktion im Verhaltnis zu der 
dadurch verursachten Belastung des Konsums; desto 
gunstiger sind daher die Wirkungen des Zolles auf 
das Gesamteinkommen der B e volkerung". (ScHiiLLEB, 1 
Schutzzoll und Freihandel. Die Voraussetzungen und Grenzen ihrer " 
Berechtigung, 1905, S. 136.) 
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A QUOTATION 

from Professor Gassel's 

"Second Memorandum on the World's Monetary Problems". 

League of Natiom. Geneva, August nth,, 1921.*) 



"Finally, we have to consider the indemnity question from the aspect 
which has so prominently engaged international discussion on the subject 
during recent months— namely, the unwillingness of the claimants to 
receive the indemnity which they claim. This absurd situation, as it 
might be thought, is a result of the widespread influence which protec- 
tionist ideas have acquired since the war, principally by the exploitation 
of war-antagonism. The countries which are entitled to participate in 
the indemnity are not willing to receive German products; nor do they 
wish, in cases where actual reparation is required, to open their doors 
for German labour or German enterprise which would share the employ- 
ment and profits offered by reparation work. 

"Sometimes the ultimate consequences of this standpoint are recognised, 
and it is declared that the indemnity must do more harm than good to 
the country receiving it and that it is better to abandon the whole 
indemnity. This is, of course, wrong. No economist, reasoning on purely 
economic grounds, could endorse such a view. To receive an indemnity 
is undoubtedly an economic advantage. But it is not an unmixed 
advantage. The indemnity must somehow be paid in commodities and 
services; these commodities and services must compete with commodities 
and services supplied by the receiving country itself, and the competition 
must be so far successful as to allow the indemnity to be paid. In some 
branches of industry such competition is bound to have very disagreeable 
effects. 

"The full real advantage can only be drawn from the indemnity pay- 
ments when the economic life of the country has been adjusted to the 
new conditions. During the first period of adjustment the disadvantages 
will probably even preponderate. When the indemnity has ultimately 
been paid, a new adjustment will be necessary and will cause distur- 
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bances which, though probably not so serious as those of the first adjust- 
ment, will be disagreeable enough. 

"At present the primary problem for the counta'ies which claim the 
indemnity would appear to be that of avoiding the initial disturbances, 
or, at any rate, mitigating them as much as possible. The usual plan 
is to throw these disturbances on to other countries, close the frontiers 
against German competition, and let the flood of German goods go 
elsewhere. This course does not seem entirely just to other countries 
which have nothing to do with the indemnity, and these countries can 
hardly be expected to give their support to such a policy of economic 
devastation. The consequence has been a general growth of protectionism, 
and, notwithstanding all that was said at the International Financial 
Conference at Brussels in favour of free trade and free intercourse between 
nations, the world is unmistakably moving in the opposite direction. 

"This result of the indemnity is most unfortunate and injurious, and 
is perhaps the most important hindrance to the economic recovery of 
the world which, even for the Allied countries, is of much greater 
interest than any indemnity. What makes the protectionism of to-day 
so especially pernicious is that it leaves everything in a state of uncer- 
tainty. The world's trade can adapt itself to adverse conditions, but in 
the present state of affairs no one knows to what conditions trade 
should be adapted". (P. 17.) 
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